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OIL DIPLOMACY: FACTS AND MYTHS BEHIND
FOREIGN OIL DEPENDENCY

THURSDAY, JUNE 20, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, DC.

The Committee met, pursuant to call, at 10:52 a.m. in Room
2172, Rayburn House Office Building, Hon. Henry J. Hyde (Chair-
man of the Committee) presiding.

Chairman HYDE. The Committee will come to order.

Today, the Committee holds a hearing on Oil Diplomacy: The
Facts and Myths Behind Foreign Oil Dependency. The national se-
curity of the United States depends on the reliable supply of energy
to support our needs. Fluctuating oil prices and instability in the
Middle East once again are prompting calls for energy independ-
ence for the United States.

The enticing prospect of freedom from the whims of foreign rul-
ers has been held by every President since 1973 and its infamous
Arab oil boycott. Our energy security is also directly linked with
the voracity of OPEC’s demands. OPEC, the Organization of Petro-
leum Exporting Countries, conspires to fix prices and restrict the
supply of crude oil to the world market in order to maximize prof-
its. We must devise alternate sources of energy and supplies to con-
front this threat. Yet barring radical changes in our lifestyles, the
economy and technology, our domestic resources alone will continue
to fall short of this goal.

As Americans, we count on energy to protect our security, to fuel
our cars, to provide heat, air conditioning, and light for our homes,
to manufacture goods, and to transport supplies. In all of these
needs, we, as consumers, pay the price for fluctuations in the global
energy market.

Gas prices are largely determined by the price of crude oil, which
has fluctuated greatly in recent months. Recently, prices at the
pump were as high as $1.73 per gallon for regular unleaded gaso-
line in Hawaii. Currently, in Chicago the same type of gas sells for
on average $1.58 per gallon. The U.S. Department of Energy re-
ports that this summer’s gas prices are expected to reach the third
highest on record.

The United States imports 52 percent of the oil it uses, and as
an oil-importing nation, our energy security is inextricably linked
with the political and economic security of our suppliers. Currently,
the riskiest factors include: Instability in the Middle East and Ven-
ezuela; Iran’s recent call to all Arab and Muslim nations to use oil
as a weapon against the United States; and Iraq’s recent suspen-
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sion of oil exports to the U.S., currently amounting to one million
barrels of oil per day.

U.S. energy security is not only affected by our imports, but our
domestic supplies are an important part of the equation as well.
We must examine why domestic production has been falling over
the past 2 decades. Are regulations so overbearing that they place
the energy security of the United States in jeopardy? By increasing
our domestic production of energy in both fuel types and efficiency,
we ensure our survival in the event of a catastrophic disruption of
world oil supplies.

I believe this may be accomplished through new technology
which is much more environmentally sound than in years past. I
am pleased that the President’s National Energy Plan calls for an
increase in the Strategic Petroleum Reserve as a means to address
an imminent disruption in supplies and as a national defense re-
serve.

Is energy independence possible or even advisable? Is diversifica-
tion of suppliers and types of fuel the answer to the U.S. national
energy security? Even if energy independence is not feasible in the
short term, greater energy security certainly is. I believe that the
means of achieving that lies close at hand in our own hemisphere,
and I would like to suggest, here and now, the creation of the
North American Energy Alliance.

Contrary to popular belief, a surprisingly large amount of our im-
ported energy, from oil and natural gas to electricity, comes to us
not from the volatile Middle East but from the Western Hemi-
sphere, primarily Canada and Mexico, with other Latin American
countries accounting for much of the rest. Canada is already our
largest source of imported oil, including crude oil and refined petro-
leum. It also supplies 93 percent of our natural gas imports. Elec-
tricity from Canada comprises a significant portion of the U.S. sup-
ply and is projected to grow strongly over the next few years. Our
imports of energy from Mexico are at a much lower level, but Mexi-
co’s potential export capacity is enormous, especially in the area of
petroleum.

Thus, many of the pieces needed for our energy security are al-
ready in place, waiting to be assembled. There is no reason why we
cannot work with our North American friends in the immediate fu-
ture to share expertise and investment in creating an integrated
energy market. With the adoption of a common vision of energy se-
curity, a commitment to removing the obstacles that hinder the de-
velopment of the continent’s vast energy resources, and the cre-
ation of an integrated energy infrastructure, energy resources can
be used for the common good between Canada, Mexico, and the
United States. This North American Energy Alliance would provide
our three nations with energy security. Maybe in just 5 years’ time
we would be in a much better position than we are today.

Additionally as exciting, looking further afield, other countries in
our hemisphere supply significant amounts of energy to the United
States, including Venezuela, Colombia, Ecuador, and Trinidad.
There is also tremendous potential for diversification in areas of
Africa (which already accounts for 13 percent of U.S. imports), Rus-
sia and the Caspian region.
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In a century likely to contain many unpleasant surprises and
new challenges, the importance of U.S. energy security can only in-
crease. In achieving energy security through diversification, how-
ever, we must be mindful of a few things. We must assist emerging
energy suppliers in cultivating a responsible natural resource de-
velopment program which supports sound economic and social de-
velopment for the betterment of the population. This mutually ben-
eficial partnership will enhance our energy security while providing
sorely needed revenues for health care, education, and infrastruc-
ture abroad.

Because we have a great number of witnesses, I am going to ask
that all Members except Mr. Lantos reserve their opening state-
ments and have them placed in the record. Your cooperation with
this request will help us move things along so we can benefit from
the vast expertise of our panels.

We have an excellent lineup of witnesses. I believe they will illu-
minate all of these issues before us, and we surely look forward to
their testimony. I now yield to the Ranking Member, Mr. Lantos,
for his opening statement.

Mr. LanTOS. Thank you very much, Mr. Chairman. I shall be
very brief.

Let me first express my appreciation for your holding this very
important hearing. Since the horrific events of last September, we
have held a number of important hearings to assess how we can
most effectively defeat global terrorism. Until today, we have not
examined how our reliance on Middle Eastern oil handicaps our
ability to combat international terrorism.

Mr. Chairman, today America’s dwindling oil reserves provide
less than half of the oil our economy uses. This leaves us heavily
dependent on the Middle Eastern regimes that control the vast ma-
jority of the world’s known oil reserves. Many of these regimes are
either actively hostile to the United States, as is the case with
Iran, Iraq, and Lybia, or unsteady, autocratic regimes beholden to
Islamic fundamentalists like Saudi Arabia.

Not surprisingly, many of these same regimes funnel oil revenues
into support for global terrorist organizations. The Saudi royal fam-
ily, for instance, pumps millions of dollars into radical religious
schools and mosques across the Middle East that spread the puri-
tanical teachings of the Wahabbi sect of Islam. These schools
preach hate toward America. Many of these schools trained the
very al Qaeda terrorists who struck America on September 11th.

Mr. Chairman, our dependence on Middle East oil severely un-
dermines our ability to combat international terrorism. Fearing an-
other Arab embargo, some of our diplomats kowtow to Middle East
autocrats and permit their antidemocratic, anti-American practices
to go unanswered. It is distressing that U.S. foreign policy in the
Middle East is often held hostage to oil interests.

The question we must ask ourselves is how can we break free of
this crippling dependence? The title of today’s hearing is “The
Facts and Myths Behind Foreign Oil Dependency.” The fact is that
we will remain beholden to these Middle Eastern suppliers until
we scale back America’s addiction to oil. The myth is that we can
drill our way out of dependency.
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The Administration’s plan stresses decreasing our dependence on
foreign oil. Underlying the logic of the plan’s supply side approach
is the fantasy that we can significantly reduce our reliance on im-
ported oil simply by bringing more domestic production on line. But
simply saying that increased domestic drilling will reduce our de-
pendence on foreign oil does not make it so. According to the De-
partment of Energy’s own analysis, domestic oil production is in a
steep and steady decline as the easily accessible sources of Amer-
ican oil have already been tapped. The Department of Energy esti-
mates that Saudi Arabia, the other Gulf states, Iran and Iraq, com-
bined hold about 65 percent of the world’s proven oil reserves while
our share amounts to no more than 3 percent.

The love affair with old-technology, gas-guzzling automobiles is
the main reason we are becoming more and more dependent on
Persian Gulf oil. The 217 million cars, buses, and trucks on our
roads consume 67 percent of the oil we use.

The Administration’s plan, in my judgment, lacks a program
with firm timetables to utilize currently available technologies to
make our gas-guzzling vehicles less dependent on oil. It also lacks
a National Renewable Portfolio Standard to speed the replacement
of fossil fuel with renewable energy sources, and the plan lacks ef-
fective incentives to conserve power use in both homes and busi-
nesses. These shortcomings in the Administration’s energy plan
will guarantee increased dependence on the regimes that bankroll
terrorism.

Mr. Chairman, the Administration’s energy plan was written be-
fore the events of September 11th. It is imperative, in my judg-
ment, that we adapt our approach to support our war effort, not
to undercut it. And although the Administration has yet to revisit
its energy plan, I continue to hope that sooner or later common
sense and logic will prevail. It is in this spirit of hope that I look
forward to hearing our witnesses today. Thank you, Mr. Chairman.

Chairman HYDE. Thank you, Mr. Lantos. I would also like to
thank the American Petroleum Institute for submitting a state-
ment for the record of this hearing. Without objection, the record
shall remain open for 7 days in order to receive further statements
or comments.

I have entreated the membership not to give opening statements
because we want to get to our witnesses. One Member has asked
me fervently for some time to be permitted to make an opening
statement, and I am inclined to make an exception if the rest of
the Members will tolerate the exception.

Ms. BERKLEY. Mr. Chairman.

Chairman HYDE. Who is speaking?

Ms. BERKLEY. I appreciate having an exception made for some-
body, but I have spent a considerable amount of time and effort on
an opening statement, and I, too, would like to deliver one.

Chairman HYDE. Okay. The opening statements will be made a
part of the record, and I am now pleased to introduce our distin-
guished witnesses on Panel 1. It is a pleasure to welcome today the
Honorable Spencer Abraham, who was sworn in as the 10th Sec-
retary of Energy, January 20, 2001, following his confirmation by
the U.S. Senate. Secretary Abraham is well known to us as the
former Senator from Michigan, who served the Congress for over



5

7 years prior to his appointment as Energy Secretary. A forceful
voice for free enterprise, Senator Abraham endorsed policies that
promote and enhance America’s competitiveness and global leader-
ship, and was a leader in the Senate in support of free trade and
legal, regulatory, and tax reform.

Secretary Abraham has served as co-Chairman of the National
Republican Congressional Committee, Chairman of the Michigan
Republican Party, and Deputy Chief of Staff to Vice President Dan
Quayle. He holds a law degree from Harvard University. A native
of East Lansing, Michigan, Secretary Abraham and his wife, Jane,
live in both Michigan and Virginia with their three children. We
very much appreciate your appearance with us today, Mr. Sec-
retary. We also welcome the Honorable Alan Larson, Under Sec-
retary of State for Economic, Business and Agricultural Affairs at
the U.S. Department of State. In a term of appointment beginning
November 1999, Under Secretary Larson serves as the Senior Eco-
nomic Adviser to Secretary Powell with responsibilities that in-
clude an entire range of international economic policy. Since joining
the Department of State in 1973, Mr. Larson has served in senior
positions dealing with economics, trade, finance, energy, sanctions,
transportation, and telecommunications. He has been U.S. Ambas-
sador to the Organization for Economic Cooperation and Develop-
ment in Paris and has served in the U.S. embassies in Jamaica,
Zaire, and Sierre Leone. He has a Ph.D. in economics from the Uni-
versity of Iowa, is married and has three children. We thank you
for coming today, Mr. Larson.

I ask both of you to summarize your statements in around 5 min-
utes, give or take. We will be flexible, but we aim for that, and
your full statement will be made a part of the record. Secretary
Abraham.

STATEMENT OF THE HONORABLE SPENCER ABRAHAM,
SECRETARY, U.S. DEPARTMENT OF ENERGY

Secretary ABRAHAM. Mr. Chairman, thank you very much, and I
thank the Members of the Committee for having us here today. In
the interest of time, I will try to briefly summarize my statement,
but I want to just say up front that I am pleased to be here with
Under Secretary of State Al Larson. Our Department enjoys a close
and productive working relationship with the State Department on
a number of international energy issues, and I very much welcome
his participation with me at this panel.

Since Members may have some specific questions about some of
the energy forecasts, which are included in the statement which we
have issued, I would like to also acknowledge and introduce Mary
Hutzler, who is here with me. She is the Acting Administrator of
the Energy Information Administration, and she is available to re-
spond to potential questions that might arise in her area.

Mr. Chairman, oil currently accounts for close to 40 percent of
total U.S. energy consumption, and as our economy grows over the
next few decades the demand for oil will also grow. According to
the Energy Information Administration (EIA), U.S. demand is ex-
pected to rise from an annual average of 19.7 million barrels a day
in 2002 to over 26 million barrels per day in the year 2020. At the
same time, forecasts indicate, as was mentioned in some of the
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opening statements, domestic oil production will likely see little, if
any, growth.

Today, therefore, 52 percent of the oil we use in America is im-
ported from foreign sources. Our most recent EIA forecast suggests,
as again was acknowledged in some of the opening statements, that
our dependence could grow to 62 percent by the year 2020.

Crude oil prices are determined by worldwide supply and de-
mand and are obviously influenced by the Organization of Petro-
leum Exporting Countries’ policies on production quotas. In recent
years, as I think is well known, that organization, OPEC, has tried
to keep world oil prices in a target price band of $22 to $28 per
barrel. OPEC’s ability to influence oil prices worldwide arises be-
cause its members possess a preponderance, over 90 percent, of the
world’s spare oil production capacity. There are currently around 7
million barrels per day of excess crude oil production capacity in
the global oil market, and almost all of it is in the Middle East
OPEC countries.

OPEC has attempted to keep the price of oil within its target by
a series of production cuts. In total, those production quotas have
been reduced by 5 million barrels per day, although leakage has re-
sulted in an effective cut of about 4 million barrels per day during
the time frame in which these reductions have occurred.

Our National Energy Policy recognizes that our significant de-
pendence on imported oil has serious economic and national secu-
rity implications. Our approach to international oil markets is
based on the following principles. First, we must continue to cham-
pion free markets. Second, we believe the genius of American tech-
nology will allow us to dramatically increase our efficient and clean
use of energy, including oil. And third, we must expand and diver-
sify our sources of supply, both domestically and internationally, by
expanding opportunities for increased investment, trade, explo-
ration, and development beyond the traditional markets of the last
50 years.

Each of these principles is reflected in a variety of Administra-
tion initiatives and actions which have been taken over the last
year to implement the President’s National Energy Plan. First, it
is important to note that the National Energy Plan places a pri-
ority on increased energy efficiency and conservation. For example,
in January, our department and I announced the FreedomCar Pro-
gram, which implements our long-term vision of a dramatic reduc-
tion in our dependence on petroleum through the development and
deployment of hydrogen fuel cells in automobiles, literally taking
us beyond the current approach to motor vehicle implementation
and operation to a day in which hydrogen fuel cells, powered not
by petroleum products, would penetrate the market significantly.

Second, we are working on a number of ways to increase domes-
tic oil production. Advanced technology for exploration and develop-
ment, for example, add to all our oil reserves from new and exist-
ing oil fields every year. And obviously, as I think everybody in
Congress is well aware, our plan calls for the use of the most ad-
vanced exploration and drilling technologies in a tiny, remote por-
tion of the Arctic National Wildlife Refuge, known as ANWR, to in-
crease domestic production in the future.
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The National Energy Plan also places great emphasis on identi-
fying and developing energy opportunities around the world. With
respect to the global market, we are moving in a variety of direc-
tions. We believe that while we must maintain and strengthen our
friendships around the world, we must begin to work in the first
instance, as the Chairman indicated in his remarks, with our
neighbors here in our own hemisphere to build a stronger partner-
ship.

The centerpiece of our hemispheric partnership is a new program
with Canada and Mexico called the North American Energy Initia-
tive or Working Group, which was launched by President Bush and
quickly supported by President Fox and Prime Minister Chretien.
This group has already begun to develop the policies needed to en-
hance North American energy trade and interconnections and,
most of all, energy security. We are also working with our other
partners in the hemisphere to advance integration and research de-
velopment on a regional scale. Over the past year we have had the
opportunity to meet with our counterparts from Mexico, Canada,
Bolivia, Brazil, Ecuador, Colombia, Peru, and Venezuela, all of
whom are determined to develop and expand their vast energy re-
sources.

We also continue to be active in the International Energy Forum,
IEF, a multilateral effort to enhance relationships between oil pro-
ducing and consuming nations. This fall I intend to attend and par-
ticipate in the next meetings of the IEF in Osaka. A key focus of
those efforts and of the IEF is a joint effort to improve the trans-
parency, timeliness, and accuracy of the data that guides global oil
markets.

We are developing a strong, bilateral relationship with Russia,
now the second largest world oil producer and exporter. As you
know, Presidents Bush and Putin just signed a joint statement
launching our Strategic Energy Initiative. I was in Russia last year
helping to lay the foundation for this enhanced cooperation. In our
view, rising Russian production significantly increases the supply
diversity in the world oil market.

In addition, the United States has a strong interest in oil field
and infrastructure development in the Caspian region. With the de-
velopment of oil field and pipeline capacity and proven reserves
equal to or exceeding those in the United States, the Caspian re-
gion could be producing three and a half to 4 million barrels per
day by the year 2010.

We are also working closely with our other friends in major con-
suming countries to address our common energy challenges. Last
month, as directed by the National Energy Plan, I hosted a meet-
ing of energy ministers from the G—8 nations. To strengthen our
joint insurance against the damage that oil supply problems can in-
flict, we reaffirmed our dedication to maintain a response readiness
for supply emergencies, emphasizing the importance of emergency
oil reserves and our commitment to coordinate on their use. We
further agreed to work together to meet growing energy demand by
encouraging the investment that would be needed in energy devel-
opment, production, and infrastructure as well as in improved en-
ergy efficiency.
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On another front, I just returned 2 weeks ago from cohosting the
U.S.-African Energy Ministerial held in Morocco and attended by
some 40 African energy ministers. Energy from Africa plays an in-
creasingly important role in our energy security, accounting for
nearly 15 percent of America’s oil imports, and provides the basis
for economic development in Africa. We are very encouraged by the
resolve of African nations to allow for private sector investment in
the development of energy resources and to streamline regulations
so that resources can be developed more efficiently.

Next month we will be participating in the fifth Asia-Pacific Eco-
nomic Cooperation, or APEC, energy ministers meeting in Mexico
City. A major feature of this meeting on regional energy coopera-
tion will be the endorsements of actions under APEC’s Energy Se-
curity Initiative. Under the initiative we hope to include enhancing
the transparency of the global oil market, and sharing ideas on en-
ergy emergency preparedness.

We also recognize the importance of providing strong insurance
against the possibility that the flow of international oil could be in-
terrupted. The Administration early on reaffirmed the importance
of maintaining a strong Strategic Petroleum Reserve (SPR), and at
the President’s direction we recently began filling the SPR to its
700 million barrel capacity. Today, the SPR contains 571 million
barrels of oil, and that oil can be released at a maximum rate of
about 4.2 million barrels per day. We can, of course, make that
happen in about 13 days from the point of a Presidential order.

Finally, on the international front, we continue to play a leader-
ship role in the International Energy Agency (IEA). Together, IEA
members’ oil stocks total nearly 4 billion barrels, 1.2 billion of
which are under direct control of member governments, and the re-
maining 2.6 billion or so from commercial stocks.

Mr. Chairman, I believe this Administration has made very
strong progress in a short 18 months in formulating a long-needed
National Energy Policy and in successfully implementing in full or
in part nearly all of the 85 administrative or executive branch rec-
ommendations which were contained in it. To have a truly com-
prehensive plan, we need legislative action as well, and so I would
like to take this opportunity to congratulate the House of Rep-
resentatives for the prompt passage of a balanced and comprehen-
sive energy bill by an overwhelming, bipartisan majority last year.
With the Senate version complete, we are hopeful that the House-
Senate conference will produce energy legislation for the Presi-
dent’s signature before the end of this year, and when that occurs,
we will have taken an important step toward ensuring America’s
energy security by providing reliable, affordable, and environ-
mentally sound production and distribution of energy policies for
the future.

Mr. Chairman, I want to thank you for giving me the opportunity
to make this statement. I look forward to taking questions.

[The prepared statement of Mr. Abraham follows:]

PREPARED STATEMENT OF THE HONORABLE SPENCER ABRAHAM, SECRETARY, U.S.
DEPARTMENT OF ENERGY

Mr. Chairman and Members of the Committee: I am pleased to appear before you
this morning to discuss the important role that oil plays in our economy and the
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Administration’s efforts to ensure a secure and prosperous energy future for all
Americans.

I. OUTLOOK

Energy is the lifeblood of our economy and, for over a century, oil has played a
dominant role. Oil currently accounts for close to 40 percent of total U.S. energy
consumption. However, while the U.S. economy grew significantly (63 percent) after
1985, oil consumption grew much more slowly (25 percent). Thus, our economy is
far less dependent on oil than it was in 1973, the year of the Arab oil embargo.

Nonetheless, as our economy grows over the next few decades, our demand for oil
will also grow. According to the Energy Information Administration (EIA), U.S. de-
mand is expected to rise from an annual average of 19.7 million barrels per day
(bpd) in 2002 to over 26 million bpd in 2020. At the same time, forecasts indicate
U.S. domestic oil production will likely see little, if any, growth. Increasingly, there-
fore, the United States will rely on foreign sources to meet its oil needs. Today, 52
percent of the oil we use in America is imported from foreign sources. The most re-
cent EIA forecast suggests that our dependence on imports could grow to 62 percent
by 2020 (Figure 1 in the Appendix).

In 2001, the United States had net imports (total imports minus exports) of al-
most 10.9 million bpd of petroleum (which includes crude oil and refined products).
More than one-fourth of the imports came from our North America Free Trade
Agreement (NAFTA) partners, Canada and Mexico (Table 1). An additional 665,000
bpd came from North Sea producers. OPEC producers accounted for 47 percent of
U.S. gross oil imports in 2001, with Saudi Arabia and Venezuela ranked as the sec-
ond and third-largest foreign oil suppliers, respectively, to the United States.

Over the next two decades, U.S. petroleum net imports are expected to increase
by more than 6 million bpd as U.S. oil consumption rises (Figure 2). U.S. imports
of OPEC oil are expected to increase by almost 4 million bpd, with imports of Per-
sian Gulf oil increasing by slightly over 2 million bpd. The expected growth in non-
OPEC imports into the U.S is projected to come from Canada, Mexico, West Africa
(particularly Angola), Latin American producers, and Caribbean Basin refiners.

Table 1. Major Sources of U.S. Petroleum Imports, 2001*

(all volumes in million barrels per day)

Total Petroleum Crude Oil Refined Product
Canada 1.83 1.36 0.47
Saudi Arabia 1.66 1.61 0.05
Venezuela 1.55 1.29 0.26
Mexico 1.44 1.39 0.05
Nigeria 0.89 0.84 0.04
Irag 0.80 0.80 0.00
Norway 0.34 0.28 0.06
Angola 0.33 0.32 0.01
United Kingdom 0.32 0.24 0.08
Algeria 0.28 0.01 0.27
U.S. Virgin Islands 0.27 0.00 0.27
Kuwait 0.25 0.23 0.01
Total Imports 11.87 9.33 2.54

Source: Energy Information Administration
*Table includes all countries from which the U.S. imported more than 200,000 barrels per day in
2001. Totals may not add due to independent rounding.

Crude oil prices are determined by worldwide supply and demand, and are influ-
enced by the Organization of Petroleum Exporting Countries’ (OPEC) policies on
production quotas. In recent years OPEC has tried to keep world oil prices in a tar-
get price band of $22-28 per barrel for the OPEC crude oil basket, which cor-
responds to a $24-$30 price band for the U.S. benchmark, West Texas Intermediate
(WTI) oil. OPEC’s potential to influence oil prices worldwide arises because its mem-
bers possess over 80 percent of the world’s excess oil production capacity.
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There is currently around 7 million bpd of excess crude oil production capacity
in the global oil market (Figure 3), almost all of which is in the Middle East OPEC
countries (Figure 4). In 2001, the Middle East (excluding North Africa) accounted
for approximately two-thirds of the world’s proven conventional oil reserves; 35 per-
cent of world oil production capacity; 30 percent of world oil production; and about
83 percent of excess world oil production capacity (Figure 5). Middle Eastern oil also
has the lowest production costs in the world (Figure 6).

In the past, crude oil price increases have occurred in response to crude oil short-
ages caused by, for example, the Arab oil embargo in 1973, the Iranian revolution
in 1978, the Iran/Iraq war in 1980, and the Persian Gulf conflict in 1990. The price
increases of 1999-2000 were due principally to OPEC crude oil production cuts that
began in 1998. In addition, higher demand from recovering Asian economies caused
more competitive bidding for crude oil supplies in the international market. With
decreased petroleum demand following September 11th, and a weakened global
economy, OPEC decided to cut crude oil production as of January 1, 2002 to forestall
anticipated oil price declines. Since February 2002, oil prices have risen 25 percent.
In total, OPEC has reduced its production quotas since the beginning of 2001 by
kE; rélillion bpd, although quota cheating has resulted in an effective cut of 4 million

pd.

Crude oil represents the largest share of the retail cost of gasoline, comprising 46
percent of the average price in 2000 and 38 percent in 2001 (Figure 7). The other
components of gasoline price also vary over time and by region. For 2001, taxes
(Federal and State) comprised almost 30 percent of the gasoline price, distribution
and marketing costs comprised 13 percent, and refining costs and profits comprised
16 percent. Regional variations are due to local taxes, different formulations of gaso-
line due to environmental requirements, competition in local markets, and proximity
of refineries to crude oil supplies.

Even when crude oil prices are relatively stable, gasoline prices normally fluc-
tuate due to factors such as seasonality and local retail station competition. Addi-
tionally, gasoline prices can change rapidly due to crude oil supply disruptions stem-
ming from world events or domestic problems, such as refinery or pipeline outages.
Prices of basic energy (gasoline, electricity, natural gas, heating oil) are generally
more volatile than prices of other commodities because consumers are limited in
their ability to substitute between fuels when prices fluctuate.

The most recent EIA forecast projects the imported average crude oil price in 2002
to be $23.66 per barrel, and the West Texas Intermediate (WTI) price to be $26.14
(Figure 8). In the United States, gasoline is projected to average $1.35 per gallon
in 2002, with summer prices for regular grade averaging $1.41 and peaking in Sep-
tember at $1.43.

II. PRINCIPLES GUIDING THE PRESIDENT’S NATIONAL ENERGY PLAN

Our growing reliance on imported oil was a major consideration in the develop-
ment of the President’s National Energy Policy (NEP). The NEP recognizes that our
significant dependence on imported oil has serious economic and national security
implications.

The Administration’s National Energy Policy:

« Provides a long term, comprehensive strategy;

¢ Advances new, environmentally friendly technologies to increase energy sup-
plies and encourage cleaner, more efficient energy use;

¢ Aims to raise the living standards of the American people by integrating our
energy, environmental, and economic policies; and

* Recognizes that energy security is a fundamental component of national secu-
rity and a prerequisite to continued economic growth.

Our approach to international oil markets is based on the following principles:

We must champion free markets. Free trade and free markets are at the heart of
our vision of a healthy international energy system. Experience has shown that free
markets are best at delivering the outcomes that are most favorable for producers
and consumers. Issues of oil supply, demand, and price are thus best settled by the
free market, with the government’s role primarily limited to addressing market bar-
riers and market failures. Finally, oil markets work best when coupled with trans-
parent exchanges of information and equal opportunities for participation by all
countries.

We must balance increased production with a renewed focus on the clean and effi-
cient use of energy. The genius of American technology allows us to dramatically in-
crease our efficient and clean use of energy, including oil. However, even the most
aggressive energy efficiency and conservation programs will not be enough by them-
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selves to eliminate entirely the use of imported oil. Thus, we must increase domestic
production to reduce our reliance on imported oil and ultimately strengthen our en-
ergy security.

We must expand and diversify our sources of supply. To meet our long-range en-
ergy needs, we must expand and diversify our sources and types of energy. To as-
sure energy security, we need to maintain a diversity of fuels from a multiplicity
of sources.

We must expand international engagement with consumer and producer nations.
Opportunities for increased investment, trade, exploration, and development are in-
creasing every year, far beyond the traditional markets of the last 50 years. To pro-
mote greater diversity of supply from a multiplicity of sources, we must promote in-
creased trade and investment. And we must continue to cooperate with other con-
sumer nations regarding a coordinated response to potential major supply disrup-
tions.

We must promote energy development as a necessary condition for successful eco-
nomic development. Access to clean, reliable and affordable energy is important to
economic development not simply for our nation, but for developing nations every-
where. We are working internationally to advance clean energy development in
many venues, including the World Summit on Sustainable Development in August.

III. IMPLEMENTING THE NATIONAL ENERGY PLAN

Each of these principles is reflected in a variety of Administration initiatives and
actions taken over the last year to implement the President’s National Energy Plan.

The National Energy Policy places a priority on increased energy efficiency and
conservation to extend the use of our energy resources, to enhance our standard of
living, and to advance our environmental objectives.

For example, the Department of Energy recently announced the FreedomCAR pro-
gram, which implements our long-term vision of a dramatic reduction in our de-
pendence on petroleum through the development and deployment of hydrogen fuel
cells in automobiles. In addition, the Administration supports significant tax incen-
tives to reduce the price of the highly efficient electric, gas/electric hybrid, and fuel-
cell vehicles now coming to market. The Administration has also begun to develop
new CAFE standards based on sound science and passenger safety.

To increase domestic oil production with improved exploration and drilling tech-
nology, the NEP calls for the development of domestic resources like the Arctic Na-
tional Wildlife Refuge (ANWR). A small portion of ANWR could supply us with the
equivalent of about 36 years of the annual imports we currently receive from Iraq.
Failure by Congress to support ANWR may be seen by other countries, some of
which do not wish us well, as an indication that we are not serious about reducing
our dependence on imported oil.

To increase and diversify domestic supplies of oil and gas, the Administration,
among other actions, has:

¢ Streamlined the process by which permits are granted for important energy
projects, such as pipelines and refineries; and

¢ Accelerated the leasing of non-restricted Federal lands where environmentally
appropriate.

To strengthen our energy security, the NEP also calls for identifying and devel-
oping energy opportunities around the world. We are working in every corner of the
globe to encourage new cooperative trade arrangements and to develop new re-
sources.

With respect to the global market, our Administration is moving in a new direc-
tion. We believe that while we must maintain and strengthen our friendships
around the world, we must begin to work—in the first instance—with our neighbors
here in our own hemisphere to build a stronger partnership. We do not believe that
the United States has all the answers to the energy challenges that face us, but we
do know that by working together with Canada, Mexico, and our other neighbors
in the Hemisphere, we can achieve the kind of energy security needed to support
a robust economy.

The centerpiece of our hemispheric partnership is a new program with Canada
and Mexico, called the North American Energy Initiative, which was launched by
President Bush and quickly supported by President Fox and Prime Minister
Chretien. This group met recently to begin to develop the policies needed to enhance
North American energy trade and interconnections, and most of all energy security.
The members of this group all recognize this as an essential foundation for the
stronger hemispheric friendships we see in the future.
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We are also working with our other partners in the Hemisphere to advance inte-
gration and resource development on a regional scale. Over the past year, we have
had the opportunity to meet with our counterparts from Mexico, Canada, Bolivia,
Brazil, Ecuador, Colombia, Peru and Venezuela—all of whom are determined to de-
velop and expand their vast energy resources. In order to expand this cooperation,
we are reviewing a proposal from Florida International University to establish a
center that offers an opportunity to advance our objective of significantly improving
cooperation between the United States and the countries of this hemisphere on a
broad range of energy issues.

We continue to be active in the International Energy Forum (IEF), a multilateral
effort to enhance relationships between oil producing and consuming nations. I plan
to attend and participate in the next IEF meeting in Osaka, Japan in September.
A key focus of the IEF is a joint effort to improve the transparency, timeliness, and
accuracy of the data that guides global oil markets. This initiative, begun by the
United States, has garnered broad support from both producers and consumers.

We are developing a strong bilateral relationship with Russia, now the second
largest world crude oil producer and exporter. As you know, Presidents Bush and
Putin just signed joint statements launching our strategic energy initiative, and I
was in Russia last year laying the foundation for this enhanced cooperation. We are
working with the Russian government and oil companies to enhance our relation-
ship by launching a commercial energy dialogue and holding a Commercial Energy
Summit in Houston later this year. We are hopeful this cooperation with Russia will
lead to increased investment opportunities and lasting results. In our view, rising
Eussian production significantly increases the supply diversity in the world oil mar-

et.

In addition, the United States has a strong interest in oil field and infrastructure
development in the Caspian Sea region. The Caspian basin has proven reserves in
the 17-33 billion barrel range (to put this in perspective, Persian Gulf proven re-
serves amount to approximately 679 billion barrels), with possible oil reserves of
about 233 billion barrels. With investment in oil field and pipeline capacity and
proven reserves equal to or exceeding those in the U.S., the Caspian Sea region
could produce 3.5 to 4.0 million bpd by 2010. The United States has been a strong
supporter of oil and gas development in the region, urging governments to provide
the necessary legal, fiscal, and regulatory environments to safeguard the large in-
vestments required to develop these new resources.

The United States also has been a strong proponent of new pipeline capacity to
transport oil in an east-west corridor to reach world markets. Late last year, I at-
tended the inauguration ceremony for the Caspian Pipeline Consortium (CPC) that
opened its pipeline from Kazakhstan to the Black Sea, providing direct access from
Kazakhstan to export markets. We continue to support a new pipeline—the Baku-
Thbilisi-Ceyhan pipeline—that will be able to carry 1 million bpd from the landlocked
Caspian to world markets.

We are also working closely with our other friends in major consuming countries
to address our common energy challenges. Last month, as recommended by the Na-
tional Energy Policy, I co-chaired with my Canadian counterpart a meeting of en-
ergy ministers from the G-8 countries in Detroit. The meeting was a great success,
establishing a strong foundation of cooperation on which we can build in the years
ahead. To strengthen our joint insurance against the damage that oil supply prob-
lems can inflict, we reaffirmed our dedication to maintain our response readiness
for supply emergencies, emphasizing the importance of emergency oil reserves and
our commitment to coordinate their use. We agreed to work together to meet grow-
ing energy demand by encouraging the investment that will be needed in energy de-
velopment, production and infrastructure, as well as in improved energy efficiency.

I have just returned from co-hosting the U.S.-African Energy Ministerial held in
Morocco, attended by some 40 African energy ministers. President Bush highlighted
the importance of this meeting and the U.S.-African Energy Ministerial process in
the NEP. At that meeting, we met with government and industry to discuss ways
to improve energy trade and facilitate energy sector development to better serve
U.S. and African economic growth and development.

Energy from Africa plays an increasingly important role in our energy security
(accounting for nearly 15 percent of America’s oil imports) and is a key engine for
economic development in Africa. We are very pleased with the resolve of African na-
tions to facilitate private sector investment in the development of energy resources
and to streamline regulations so that resources can be developed most efficiently.
In Morocco, the U.S and African countries reaffirmed a commitment to good govern-
ance and stable regulatory structures and discussed additional steps to encourage
private investment in the energy sector.



13

Next month, I will participate in the fifth Asia Pacific Economic Cooperation
(APEC) Energy Ministers Meeting in Mexico City. A major feature of this meeting
on regional energy cooperation will be the endorsement of actions under the APEC
Energy Security Initiative, which the United States originally proposed in 2000 and
which was endorsed by APEC Leaders last year in Shanghai in their Statement on
Counter-terrorism. Shorter-term actions under the initiative include enhancing the
transparency of the global oil market and sharing ideas on energy emergency pre-
paredness. Longer-term actions include cooperation on energy efficiency, renewable
energy, and alternative fuels.

All of these international activities ultimately promote our common goal of energy
security. But, given our dependence on imported oil, we also recognize the impor-
tance of providing strong insurance against the possibility that the flow of inter-
national oil could be interrupted. The Administration early on reaffirmed the impor-
tance of maintaining a strong Strategic Petroleum Reserve (SPR). At the President’s
direction, we recently began filling the SPR to its 700 million barrel capacity. Today
the SPR contains 571 million barrels of oil. This oil can be released at a maximum
rate of 4.2 million bpd, and we can begin delivering oil to the market within 15 days
of the President’s order.

We continue to play a leadership role in the International Energy Agency (IEA).
Created following the 1973 oil crisis, the IEA includes 26 member countries that are
committed to holding emergency oil reserves and to taking common effective meas-
ures to meet oil supply emergencies. Together, IEA members’ oil stocks total nearly
4 billion barrels, 1.2 billion barrels of which are under direct control of member gov-
ernments, with the remaining 2.6 billion barrels from commercial stocks. IEA mem-
bers have the ability to draw down these stocks at a rate of over 8 million bpd (in-
cluding the SPR). At the G-8 Energy Ministerial in May, we agreed on the impor-
tance for net oil importing countries to maintain emergency stocks and to use them
when necessary to respond to major physical supply disruptions. We also recognized
the value to all of us when other countries, including those in Asia (whose demand
is projected to increase sharply), build similar stocks.

III. CONCLUSION

We are committed to ensuring that America’s energy needs are not held hostage
by politically unstable foreign suppliers. We are taking the necessary steps to en-
courage increased domestic production, while protecting the environment and diver-
sifying our sources of energy. As our economy expands, however, demand for energy
will increase, and our dependence on foreign suppliers will continue to rise. We are
committed to protecting our economic well being and our national security through
an emphasis on energy efficiency and conservation to reduce energy consumption,
continued reliance on the efficiency of the free market, diversification of foreign sup-
pliers, increased domestic production, and emergency preparedness for potential
supply disruptions.
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Petroleum Supply, Consumption, and Imports, 1970-2020
(million barrels per day)
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Figure 3

World Excess Oil Production Capacity
1970-2002
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Figure 4

Saudi Arabia and Other OPEC Members Hold the
Bulk of World Excess Production Capacity
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Figure 5

Middle East as a Percent of World Energy
Indicators — 2001
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